                               * PPF as a Tax Saving Scheme*

i) Introduction:

This is everybody’s favorite tax saving option and it is no Surprise. The PPF offer tax exemption U/s 80 C and there is no tax on the interest earned and even withdrawals are tax free. Most important the PPF is government sponsored scheme and is therefore completely safe.

ii) Who can subscribe:

Any Individual in his own name  

                           Or 

On behalf of a minor for whom he is Guardian can open PPF A/c. 

(Only one PPF A/c can be opened in one name)

iii) Who can not subscribe:

      - A Non-resident Indian

       -A Hindu Undivided Family

iv)  How to open a PPF A/c:

      A PPF A/c can be opened:-
     - At any branch of SBI and its subsidiaries

     - At the head post office or sub post office 

     - Branches of nationalized bank engaged in the collection of Direct Taxes.

v) Subscription:

 PPF is a 15 years scheme, the amount of subscription ranges from Rs.500 to Rs.70,000 and is     payable either in lump sum or in convenient installment not exceeding 12 in a year.

Query:

1) What will if my contribution goes above Rs.70,000?

  Solution: If the amount deposited in excess of Rs.70,000 in a year, it will not be treated as           “Subscription” and shall be returned without any interest. 
2) What if I am paying installment of my child and spouse?

Solution: Although one person can have only one PPF A/c in his name, but he can contribute to the a/c of his children and spouse and enjoy all the tax benefit as in his own A/c.

vi) Nomination:

Nomination facility is available in case of PPF. One or more persons may be nominated. In case of Joint nominees, PPF rules allow allocating certain % of benefit against each nominee. A single cheque will be issued on closure of A/c which can be encashe only if nominees are having Joint Bank A/c.     

vii) Interest: 

Interest is calculated on the lowest balance between the close of 5th day and the last day of every month and is credited to the a/c at the end of financial year i.e. on 31st March.

viii) Loan:

You may apply the following simple method:

1. Remember that a/c was opened in F.Y.2008-09.

2. The first loan can be availed of in the 3rd year i.e. F.Y.2010-11(2009+2) up to 25% of the amount to the credit as on 31.03.2009.

3. The loan shall be repayable in 36 installments and shall bear interest @ 1%.

Note:

Since the amount of loan is Dr. in the pass book the depositor shall not earn any interest on the amount taken as loan. Therefore the actual interest is @ 9 %( 8%+1%).

Second loan can be obtained only after repayment of first loan.

ix) Withdrawals: 

  The withdrawal can be done from 7th financial year of an amount exceeding 50% of the balance to his credit at the end of the fourth year immediately preceding the year of withdrawal or at the end of preceding whichever is lower. So if PPF a/c was opened in 2002-03, then first withdrawal can be made during 2008-09 and the amount will be limited to 50% of the balance as on 31st March 2005 or 31st March 2008 whichever is lower.

x) Continuity after maturity:

At the subscribers option the scheme may continue for another 5 years after maturity. This can be extended up to 25 years. The option should be exercised within one year after expiry of 15 years by applying in Form-H.

xi) Tax benefits:

The interest earned on PPF a/c is completely exempt from income tax u/s 10(11) and the entire deposit in the a/c is exempt from wealth tax.

The annual contribution up to Rs.70,000 is eligible for deduction u/s80C. Deduction is also available on the contribution made during the extended period provided the option to continue is exercised within one year of the expiry of 15 years.   
                                    OVERVIEW
1. Advantages                    2.Drawback                                         3. Best suited for
 i) Completely safe                   i) Return lower than FD                               i) Risk averse customer

ii) 8% assured return             ii) withdrawals limited                                  ii) Self- employed

iii) Tax free Income                iii) Lock up capital for long time                 iii) professional and those not   

                                                                                                                               Covered by EPF.                                                                                                                                                                                                                               

